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WHAT IS INFLATION? 


Although the fundamental problem of war finance is: ‘How ' 
avoid inflation?’ no generally accepted definition of inflation actual 
exists. Even less is known about how to measure the extent 
inflation. In this paper we review briefly the most important curre 
definitions of inflation and then try to elaborate a concept 
inflation which gives a basis for its measurement. 


Bupcet Dericir THEORIES OF INFLATION 


Inflation is sometimes identified with the existence of a lar 
Budget deficit. It is not difficult to prove that this definition 
not satisfactory. It is now more or less generally recognized tk 
with considerable unused plant capacity, unemployed labour a 
adequate raw material imports even a big rise in the Budget defi 
may not have any appreciable influence upon prices, and resu 
merely in an increase of employment and output. ; 

Thus a Budget deficit does not necessarily involve inflatic 
On the other hand it may be shown that a balanced budget is no 
safeguard against it. Imagine that income tax on higher inco: 
groups has been raised so much that the Budget deficit disappez 


160 BULLETIN AND DIARY 


but that the rich people concerned do not curtail consumption but 
merely reduce their saving. Nothing happens then except that the 
amounts in question are taxed away instead of being borrowed.? 
The conditions of demand for and supply of goods remain unaffected : 
if there was already ‘inflation’ it has not been stopped by balancing 
the Bydget. In actual fact the rise in income tax 7s likely to press 
down consumption of the tax payers to a certain extent and affect 
the general economic situation through this channel. However, 
the extreme case considered above is not at all excluded. 

Since identifying the existence of large Budget deficit with 
inflation proves to be obviously unsatisfactory, an attempt is ofte 
made to determine inflation as the amount by which the deficit is 
‘too great’ in relation to available ‘savings.’ But here also a funda- 
mental difficulty at once arises. In fact a Budget deficit always 
creates automatically just enough savings to finance itself. If, for 
instance, Government expenditure increases by an amount d with- 
out an increase in tax revenue, and private consumption increases 
by c, while private investment (i.e., increase or decrease in fixed 
and working capital, in stocks, or in gold and foreign assets) remains 
constant, the total value of current production and thus current 
incomes increases by d + c. Since private consumption has 
increased by c, the excess of private incomes over private expendi- 
ture, or saving, increases by the amount d by which the deficit has 
risen. 

Since the deficit always provides automatically just enough 
saving to finance itself, the theory in question has tried to distinguish 
between ‘genuine’ and ‘non-genuine’ savings. The argument runs 
usually as follows. To the extent to which the deficit is financed by 
long term securities it is assumed to be covered by ‘genuine’ savings 
as opposed to its financing by floating debt. In particular, if treasury 
bills are sold to banks and a corresponding amount of deposits 
accumulates, the Budget deficit is said to be financed by ‘credit 
creation’ not by ‘genuine savings,’ and it is this way of Government 
borrowing which is held responsible for the evils of inflation. 
_ It is evident, however, that the accumulation of bank deposits 
corresponding to the accumulation of treasury bills in banks means 
an increase of the claims of the publicagainst the Government. Thus 
it is just as true saving as the accumulation of long term securitiesin 
the hands of the public, in the sense that both meanan increase in the 
assets owned by individuals and institutions. Further, savings are 
invested’ in deposits either because more of them are needed as 
cash balances for transactions, or because this type of reserves seems 
for various reasons more attractive than the holding of bonds. In 
the first case deposits accumulating on current account are ‘tied up’ 
in settling transactions (chiefly by firms) and are not available for 


* We abstract from the influence of income tax on investment in fixed capital 
which in war-time is anyhow severely restricted by direct controls. 
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spending on consumption. The second case, the accumulation of 
deposits mainly on deposit account, does not differ fundamentally 
from investment in long term securities. It is sometimes said that it 
is easier to liquidate deposits than bonds and to use the proceeds for 
consumption. This, however, is relevant only when actual dissaving 
takes place: as long as consumption is below current income the 
form in which past savings are held is of no importance. And even 
in the case of dissaving the obstacles in parting with a bond as 
compared with withdrawing a deposit seem to have been rather 
exaggerated. It follows clearly that the way of financing the Budget 
deficit cannot be considered the essence of inflation. 


Tue ‘Vicious SPIRAL’ 


Inflation is sometimes defined as a state in which a rising effective 
(money) demand for goods is not met by a similar increase in supply. 
In its crudest form this theory identifies any rise in the general price 
level with inflation. This is obviously confusing the issue. For there 
are many causes making for a higher price level which are not 
‘inflationary’ in the proper sense. A rise in the price level due to 
devaluation of the currency, or to an increase in wage rates followed 
by a rise in prices in an economy with unemployed resources will not 
start the type of self-generating spiral process for which the term 
inflation is generally reserved. 

However, if the above definition of inflation is understood in the 
sense that a growing demand for goods cannot be met by their 
growing supply owing to scarcity of plants, labour or raw materials, 
it comes very near to the truth. But even in this modified form the 
definition is too general. In particular it does not indicate how 
to measure the extent of inflation. Since prices may and do usually 
rise not only owing to the scarcity of the factors of production but 
also to the subsequent rise in wages, the increase in prices cannot be 
considered such a measure. 

These shortcomings may be remedied if we focus our attention 
on the fact that the ‘vicious spiral’ arises because, after a fall in real 
wage rates, money wages cannot ‘catch up’ with prices and restore 
the real wage rates to the previous level. This is caused by the fact 
that in the periods in question the supply of consumption goods is 
for one reason or another inelastic. 

If, for instance, employment and consequently the wage bill in’ 
the war industries rises, and it is impossible to increase the pro- 
duction of consumption goods, the prices of these must rise even if 
the costs of labour and raw materials remain unaltered. For unless 
purchasing power is cut by taxation or rationing, the increasing 
demand is confronted with a constant supply and it is the rise in 
price which brings them into equilibrium. The rise in money wage 
rates cannot restore the previous level of real wage rates, and only 
produces a new rise in prices. For the root of the problem is the 
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increase of the total employment not accompanied by the rise 
in the supply of consumption goods. Thus if the consumption of 
non-wage-earners is not reduced correspondingly the average 
remuneration for an hour’s work in terms of consumption goods 
must fall. This is the actual cause of the ‘vicious spiral.’ 

It must be noticed that not every fall in real wages leads to a 
vicious spiral. If it is a result of the adverse terms of trade (for 
instance of the increase in the prices of imported raw materials) it 
may be always made good by a sufficient rise in money wages. 


S1zE AND STRUCTURE OF INFLATION ‘ 


It follows that the characteristic of inflation will be the rise in 
price of consumers’ goods in relation to the relevant costs of labour 
and raw materials. In ‘normal times’ when factors of production of a 
certain consumption good (say, cotton piece-goods) are in ample 
supply, there will be a more or less close correlation between its 
price on the one hand and the costs of labour and raw material 
(say, cotton)! on the other. The supply curves are then on the whole 
horizontal or slightly rising over the relevant range of output and 
therefore an increase in employment need not be accompanied by a 
significant fall in real wages. During inflation the steeply rising 
part of the supply curve comes into the picture. Prices jump signi- 
ficantly above the value corresponding to the ‘normal relation’ 
between price and prime costs. Imagine that this discrepancy is 
10 per cent of the price. We may then say that ro per cent of the 
total sales of goods in question constitute inflationary profits. And 
the sum of all such profits wherever they exist may be taken as the 
measure of inflation. 

This approach has the advantage of not only measuring the global 
phenomenon, but showing in what sections of the economy it really 
exists. This is very important from the point of view of remedies. It 
follows directly that to prevent ‘inflation in general’ one must deal 
with ‘inflations’ in particular groups of commodities, and this may 
be done only by rationing: to avoid inflation it is necessary to cut 
purchasing power in those sectors of the economy where it isdirected 
on goods in short supply. 

It is, of course, necessary to take into account the fact that 
rationing of certain commodities will increase expenditure on others 
the supply of which might have been previously adequate to meet 
demand and thus may create inflation in new sections. Rationing, 
therefore, should be sufficiently comprehensive to make impossible 
such ‘shifting’ of inflation from one section of the economy to 
another. F 

__The above theory permits us to put into the true perspective the 
role of the Budget deficit in developing inflation. If Government 


1 And excise or duty if any. 
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expenditure is very large and taxation relatively low, there 
will be a considerable increase in spendable incomes. Moreover 
Government expenditure absorbs man-power into the armed forces 
and war industries on a large scale. In such a situation bottlenecks 
are likely to develop in various sectors of consumption goods indus- 
tries, and this leads to inflation in the above sense. However, the 
connection between the Budget deficit and inflation is not at all 
close. First, as emphasized in the first paragraph, a balanced Budget 
does not mean necessarily that expenditure on consumption has 
been restricted sufficiently to prevent inflation, because increased 
taxation may reduce chiefly not personal expenditure but saving. 
We may add now that even if taxation does press down expenditure 
on consumption it may do so just with respect to goods which are 
not in short supply, and thus it does not relieve the pressure on 
‘inflationary sectors’ of the economy. Secondly, shortages in 
supply do not necessarily arise as a result of absorption of factars 
of production by Government expenditure, but for quite different 
reasons, as for instance curtailment of imports as a result of enemy 
action. Indeed, such shortages are very often more acute than those 
caused by the scarcity of labour. 


Two Forms oF HmppEN INFLATION 


It is not difficult to see that running down of stocks may delay 
for a certain time the actual inflation. If demand for a certain 
commodity increases while the factors required for its production 
are in short supply, its price may not rise if the deficiency in output is 
supplemented out of stocks. Such a state of affairs is, however, 
clearly temporary: after exhaustion of stocks the inflationary rise in 
prices must set in.. It is, therefore, reasonable to consider the 
running down of stocks of consumption goods a latent inflation which 
may be measured by the rate at which stocks are being exhausted. 
Here again, although the global amount of ‘latent inflation’ may be 
easily calculated by adding the value of particular items, the latter 
have a great significance for locating in what sectors of the economy 
the latent inflation takes place. And the remedy against exhaustion 
of stocks will be exactly the same as against the inflation proper: 
rationing of expenditure on goods in short supply. “Latent inflation’ 
may, of course, and often does, go hand in hand with inflation proper: 
running down of stocks is accompanied by inflationary price in- 
creases. . 

What happens if stocks of some commodities are exhausted, no 
rationing is introduced, but prices are kept from rising by a rigid 
control? There arises then what may be called haphazard distri- 
bution. It is not a state of inflation proper because prices do not 
rise. But bidding for goods concerned goes on. It takes the form of 
customers trying in as many shops as possible, illegal additions to the 
official price, etc. One can say that is a state of repressed inflation. 
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It is not measurable, but it has this in common with inflation proper, 
that it causes an inequitable distribution of scarce goods. It dis- 
criminates against people having no spare time or servants for 
‘thorough’ shopping, being not persona grata with a shopkeeper, etc. 
In addition it creates temporary shortages and queues which 
complicate enormously housekeeping and shopping. 

Inflation cannot thus be considered overcome by mere control 
of prices. The only radical, fair and efficient way of dealing with it is 
rationing. 

M. KALECKI. 


ECONOMIC INCENTIVE AND EFFICIENCY IN 
WAR INDUSTRY 


I. ‘Economic incentive’ has played a large rdéle in recent dis- 
cussion on the E.P.T. In view of the fact that the provision of the 
supplies essential for the defence of this country is for the greater 
part dependent on private contractors (though financially assisted 
by the Government) economic incentive is indeed of great import- 
ance; but its working depends on the way in which the services of 
private contractors are remunerated. 

There are several reasons why the remuneration in government 
contracts should become a problem in time of war: (1) competition 
between firms is in many cases almost eliminated ; (2) there is need 
for very urgent production; (3) it becomes very difficult to estimate 
cost before production is finished. 

II. Three broad types of remuneration are used in government 
contracts!: (1) Fixed price contract. Here the price is agreed on before 
the order is given, and the contractor bears the risk of subsequent 
changes in cost; part of this risk, however, may be excluded by a 
‘variation clause’ which may stipulate e.g., that the prices vary in a 
certain way with subsequent changes in the wage rate or material 
prices. The price is arrived at either by competitive tender or by an 
estimate of the cost, based on technical costing or on experience 
with previous orders. 

The fixed price contract is used extensively by the Ministry of 
Works and Buildings, to some extent it is used by the Admiralty 
and by the Air Ministry (Select Committee 1940-41 (4) p. 25). 

(2) “Cost plus’ Contract. Here the Department agreesin principle to 
bear the costs whatever they are, so that the contractor runs no 
risk; the principle may be modified by imposition of a maximum cost 
and by the possibility of disallowing certain costs which were 
incurred unnecessarily. The profit or fee is stipulated either as a 
percentage on actual cost, or as a fixed sum. 

* Most of the factual material employed is taken from the Reports of the Select 


Committee on National Expenditure (quoted as Select Committ : 
of the Report in brackets). (q mmittee with the number 
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“Cost plus’ contracts were used by the War Office in the con- 
struction of militia camps (Select Committee 1940(3)) at the be- 
ginning of the war and again later on, after the evacuation of 
France, in the construction of defence works (Select Committee 
1940-41 (4) p. 27). They are used by the Admiralty under the 
Emergency Repairs Agreement and by the Air Ministry under the 
McLintock Agreement for ‘educational’ orders on aircraft. 

(3) Target Cost Contract. In this case a target cost is fixed before 
the work starts (actually it is often fixed much later); it is usually 
based on previous experience with similar work, and includes a fee. 
If the actual cost is below the target cost the contractor gets a certain 
percentage of the difference. If the actual cost is in excess of target 
cost, the difference is either borne wholly by the Department (in 
some cases only up to a maximum), or else a part of it is borne 
by the contractor; the contractor’s share is, however, in practice 
reduced by detailed arrangements so much that it is fair to say that 
his risk is often limited. 

Target price contracts were used by the War Office in the con- 
struction of camps; they are used by the Air Ministry in the con- 
struction of aerodromes and partly for the construction of planes 
under the McLintock Agreement. In combination with a maximum 
price the target cost is widely used by the Ministry of Supply. 

It may be of interest to note that the target price system has found 
imitation also in the Dominions. In Australia it is generally used 
in the ‘Munitions Annexes’ which are financed and owned by the 
Commonwealth Government. 

III. Under a fixed price contract the contractor bears the risk 
of the actual cost being higher than was expected at the time when 
the order was received. This risk will often be very great under war 
conditions : wage rates and raw material prices may change; 
efficiency of labour and quality of raw materials may vary strongly; 
temporary shortage of labour and material may cause idleness and 
therefore increase overheads; with new equipment, new methods of 
production, new design, etc., the ordinary routine on which calcu- 
lation is based, will be missing; equipment will be very intensively 
used, but probably not evenly, so that cost may fluctuate on this 
account. 

The ‘cost plus’ contract obviously relieves the contractor of this 
risk. In its effects, however, the system has been unfortunate; it 
offers no incentive whatsoever to efficiency; under the peculiar type 
of ‘cost plus percentage profit’ system efficiency is, on the contrary, 
strongly discouraged, because profits increase with cost. That the 
system has in fact led to waste and inefficiency is shown by the 
Reports of the Select Committee. They show that most complaints 
of waste and inefficiency directed to the Committee were connected 
with work ordered on a cost plus basis (Select Committee 1940-41 
(4) p. 11). The most outstanding example of this, are the militia 
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camps. One of the features of the system is that it leads to Sunday 
work and overtime regardless of the effects on the efficiency of the 
workers, which are highly detrimental (Select Committee 1940 (7), 
1940-41 (3)). 

The endeavours to remedy these serious defects and to offer some 
incentive to the contractor without throwing heavy risks on his 
shoulders led to the development of the target cost system. The main 
problem under this system is the fixing of the target price. If experi- 
ence on the basis of previous orders makes it possible to fix the target 
cost at such a level that, with reasonable efficiency, the contractor 
can press the actual cost below target cost, then there will be incen- 
tive to efficiency. If, however, the target cost is so low that with 
reasonable effort there can be no saving on it, then the effects will 
be precisely the same as with the cost plus system.* 

If cost is liable to unexpected variations from one order to the next, 
then the contractor does not know whether he will be able to earn 
a bonus or not; in this case the incentive will be considerably weak- 
ened or may become negligible. Alternatively, if the target price is 
fixed very high, the profits of the contractor would become unduly 
high. 

The material of the Select Committee strongly confirms these 
expectations. In the case of camps construction, ‘the cost of labour 
and material varied so extensively’ that ‘the actual target price 
could not always be ascertained until the work was approaching 
completion’ (Select Committee 1940 (3) p. 8). The final costs were 
largely in excess of original estimates (zbid.).. In the case of aero- 
dromes (Select Committee 1940-41 (g)) the target price is deter- 
mined after work has been in progress, on the basis of wage rates, 
material prices etc., in the first four weeks of the contract (zbid., pp. 
8-9). But in practice ‘the sub-committee have been surprised to 
learn that'it is often the case that the target price is not finally 
settled for three months or more’ (p. 10). The estimates which were 
made before giving out the contracts have been vastly exceeded by 
actual cost (p. 8). This clearly illustrates the difficulties of finding the 
target. The dangers of fixing target cost after work has begun, are 
also indicated: ‘. . . an unscrupluous contractor employed on a 

1 It is assumed here that cost in excess of the target price is wholly borne by the 
department, which is the target principle in its original and purest form. In fact 
often modified forms are adopted in which the contractors are liable to bear a 
share of the excess over target cost (which may be graduated up to 100 per cent), 
but to this extent the system approximates to the fixed price system, and the 
contractor is again bearing considerable risk. P 

In practice it is found that the provision of a ‘penalty’ for excess of cost over 
target price often means very little modification of the ‘pure’ target principle. In 
the contracts for the construction of aerodromes for example a penalty of 10 per 
cent for excess of cost over target cost is stipulated (Select Committee 1940-41 
(9) pp-G-11). The Report, however, states that the sub-committee ‘have not heard 
ie zy case where contractors have lost any part of their fee by way of penalty’ 
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contract of this type might deliberately buy at high rates during 
the first weeks’ (ibid., p. 11). 

There is reason to believe that the difficulties in fixing the target 
cost are not limited to the above examples. In the view of the 
Select Committee the system should be given up as far as possible in 
favour of fixed price contracts. But it seems doubtful whether this 
system can give a satisfactory solution either. Fixed prices mean 
a considerable risk to the contractor, and if he is prepared to take 
this risk at all he will do it only for correspondingly high profit. 
The assumption that with ‘straight-run’ production the risk of 
unexpected variation in cost is not great, is very doubtful under 
present circumstances. The proportion of skilled labour available, 
the quality of raw material, stoppages due to air raids, amount of 
overtime worked, etc., may vary considerably, especially over longer 
periods, and a reasonably quick adaptation of the fixed price to 
changed circumstances is not possible at present owing to the slow 
working of cost control. In its practical application the system is 
diluted by all kinds of clauses which protect the contractor against 
subsequent increases in cost (see Select Committee 1940-41 (4) p. 
30), €.g., Owing to war risks, overtime, difficulty of labour recruit- 
ing, etc. The problem in all these clauses is of course whether dis- 
tinction can be made between changes in cost which are outside 
the reach of the contractor and those which he can control. This 
is by no means the case even in the common forms of the variation 
clause which allows for changes in price of raw materials. Cheap 
buying may well be within the control of the contractor, and the 
variation clause may sometimes make him pay unnecessarily high 
prices to related business interests. : 

Another difficulty is that fixed prices cannot be based on competi- 
tive tender, because competition does not work well under present 
circumstances, when most available firms are needed. The price 
has then to be found by post-costing or by technical costing, and a 
profit-margin has to be determined. Technical costing would have 
to take into account the special conditions in various firms, as costs 
vary strongly from firm to firm. As to post-costing experience has 
shown that it works too slowly. Even if either of these methods 
works in some way, it does not, as the Select Committee thinks, 
provide a substitute for the missing competition. The main point 
about competition in ordinary. peace-time tenders is that the 
inefficient contractor is excluded; no costing whatsoever will achieve 
this under present conditions, because, if the orders have to be placed 
and all equipment must be used, then willy-nilly the departments 
have to pay the inefficient producer a high enough price to cover his 
cost. 

IV. It may be concluded that under present circumstances the 
available types of remuneration do not work in a satisfactory way, 
and new types might not work much better. The reason is that some 
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conditions which are indispensable for effective control of efficiency 
are not fulfilled under present circumstances. 

(1) There is no automatic removal of incompetent managers, 
because competition is largely absent, and there is a tendency to 
protect the’ contractor against loss; efficiency, however, cannot be 
achieved by incentives alone, but only by incentives and elimination 
of incompetent managers (or selection of competent ones). The 
target principle would satisfy this condition if it were supple- 
_mented by the provision that the department can replace a 
manager who exceeds the target cost, if the reason for this excess- 
cost is not outside his control. 

(2) A second condition for effective control of efficiency is the 
continuity of production; discontinuity of orders represents the most 
serious risk under present circumstances. Only with planning of 
production for a sufficient time ahead can efficiency in the relevant 
sense be controlled. It must be noted that economy in real 
resources alone is relevant, and money costs are sometimes mis- 
leading: if production has to be stopped temporarily, the unemploy- 
ment is pure waste. Another point is that a maximum efficiency in 
terms of cost can be aimed at only with given conditions of planned 
output etc.; there are subsidiary ‘aims’ e.g., speed, quality, etc., 
‘which must be settled in the plan. 

(3) Under the present system ‘the Departments have no power 
under their contracts to examine the current cost of production’ 
(Select Committee 1940-41 (3) p..10). The post-costing has been 
a failure, because it reveals the waste of real resources only when 
it is too late to prevent it, and the delay involved in controlling 
cost can be seen from the fact that the Select Committee ‘has been 
unable to see the actual costs of almost any articles which have been 
delivered since the war began’! (ibid., p. 11). The Select Com- 
mittee advocates, therefore, current control of cost. 

(4) Efficiency can be controlled by comparison of Process Costs 
between factory and factory, and within each factory. Such a 
system was introduced in the last war, and is advocated by the 
Select Committee (1940-41 (4) p. 18). Manufacture of a shell, for 
example, is divided into-subsequent ‘processes,’ and the cost of each 
process is compared separately. The quality of raw material is taken 
into account as well as other particular circumstances which affect 
output; in this way it is tried to get results which are comparable 
between factories and to make it possible to control efficiency by 
finding out the weak spots quickly. 

Under present circumstances we cannot rely on the: factors 
which are usually regarded as ensuring efficiency in times of peace. 
If efficiency of management is to be ensured there must be substitutes 
for the selecting forces of competition. Here, as in other fields, the 
suspended operation of the checks normally provided for by market 

li.e., after more than a year. 
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forces must be replaced by direct controls if waste is to be avoided. 
If departments are empowered to control cost before the contract is 
finished, as the Select Committee recommended, interference with 
unrestricted freedom of management is inevitable. The position of 
the manager correspondingly approximates to that of an employee 
of the Government, in a similar way as the position of workers 
under the Essential Works Order also approximates to the position of 
Government employees. 

The fact that a large amount of the equipment of war industries 
is financed and actually owned by the Government points in the 
same direction. It would be easier to bring this part of war in- 
dustry under direct Government control, if it were not for the fact 
that part of it is ‘mixed up’ with and technically inseparable from 
private equipment. Direct control could be carried through— 
following other precedents—by requisitioning the privately owned 
equipment, or else the Government could claim partnership in 
firms which are partly working with Government owned equipment, 
and put a manager in with powers overriding those of the private 
manager. To render such arrangements effective will often require 
the use of new managers who are financially disinterested and 
independent. 

The problem of offering an incentive to management could be 
solved under these conditions. The target principle, for example, 
applied to ‘process costs’ would not be as hopelessly inadequate as 
it is now, because current cost control would make it possible to 
keep the ‘target’ up to date, and change it quickly with changing 
conditions; process costing would indicate thereasons for differences 
in cost in different units (plants), and make it possible to put the 
bonus for efficiency on a fair basis by eliminating changes in cost 
which are outside the control of the manager. Alternatives to the 
target principle could be found, but in any case the working of a 
bonus system would depend on current cost control and process 


costing. J. STEINDL. 


ECONOMIC ASPECTS OF THE CINEMA TRADE 


Famity EXPENDITURE ON THE CINEMA | 

Entertainment is an important item in family and national 
expenditure and the cinema is the leading form of entertainment, 
especially for the poorer and working classes. Most investigations, 
undertaken in the U.S.A. and U.K. show that 1—1} per cent of the 
total income is rather uniformly expended on cinemas by all classes 
and groups of people.! Higher income groups spend relatively 

1 That the percentages, given in Table 1 are somewhat lower than those in 
Table 2 can be attributed to the well-known tendency of informants of family 
budgets not to appear too extravagant on luxuries or semi-luxuries, and to the fact 
that much of the expenditure on entertainment is paid out of unaccounted pocket 
money of the earner or head of the family. 
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much more income on entertainment than lower ones, but more or 
less the same percentage on cinemas alone. While children under 
16 are a drag on the cinema-going habits of their parents, they 
themselves go almost as often to the cinema as adults. Professional 
people seem to attend the cinemas less often than business people, 
while the town dweller has become more accustomed to this form 
of entertainment than the people in the country. Women go more 
often to cinemas than men and Americans probably slightly more 
than British. 


TABLE 1 


EXPENDITURE ON CINEMAS IN GREAT BriTAIN AND Unrrep STATES (CHICAGO) 
ACCORDING TO WorKING CLass FAMILY BupGET INQUIRIES 


Average Total On Entertainment On Cinema 
Inquiry Size of Weekly Absolute in % of Absolute in % of in % of 
Family Expendi- total total Enter- 
lure Expen. Expen. tain- 
ment 
Expen. 
MOLT. * 9 42.083-8 86/3d. 1/44. 1:6 103d. roy 65% 
MO. Asa sso 57/4d. 43d. 0°65 2atd. 03% 56% 
O.1.0.S.t ate AE) 63/4d. 119d. 55 — —_— — 
WS.DEe§7 3:4. $21-0 40c. 1°. 2Ic. i 52% 


* Ministry of Labour Industrial Inquiry (Min. of Lab. Gazette, Dec. 1940). 

+ Ministry of Labour Agricultural Inquiry (Min. of Lab. Gazette, Jan. 1941). 

+ Oxford Institute of Statistics Inquiry (T. Schulz, Bull. Vol. 2, No. 9). 

§ United States Department of Labour Inquiry 1935-36: $1. = 4s.; I c= 
o:5d. pre-war rate of exchange. 


TABLE 2 


EXPENDITURE ON CINEMA IN GREAT BRITAIN IN RELATION TO THE 
NATIONAL INCOME 


Estimated Expenditure on the Cinema 


Net National Personal Expen- in % of national in%of 
Expenditure Expenditure diture Expenditure national 
Year (£m.) at Market £m personal 
Prices (£m.) Expenditure 
1934 3700+ 3400} 41 11% 1*2% 
193 4400 4000 45 1:0% r=t%, 
1940* 5600 4300 47°5 0°85% r1% 


* White Paper Cmd. 6261. 

t Professor Bowley: Some constituents of the National Income, Journal of 
the Royal Stat. Soc. 1940. 

} Assumed to be 91% of total expenditure, being the proportion as in 1938. 


EXHIBITION STATISTICS 
A comparison between the Cinema trade in Great Britain and 


some other leading countries, shows this country to hold the fourth 
place with regard to numbers of cinemas and the second with regard 
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to seating capacity. It has by far the biggest and most luxurious. 
cinemas and the biggest seating capacity in proportion to the 
population; one seat per g-6 persons as against 12 in the U.S.A., 
39 in Germany and probably as many in U.S.S.R. The average 
weekly attendance equals about half of the population in Great 
Britain, three fourths in U.S.A. and one third in U.S.S.R. The seats. 
were just doubly as much used in U.S.A. as here, 8-7 persons using 
each seat during one week there, and only 4:4 persons here. The 
average price of the cinema ticket in the U.S.A. is dearer than here, 
being 23c (= 114d.), compared with rod. here.1 About } per cent 
of the National Wealth is invested in cinemas in most civilized 
countries, though the corresponding amount for Germany is much 
lower, as that country has mostly old and small cinemas, compared 
with the U.K. The proportion of cinema investment by so-called 
circuits, mostly connected with producer firms, is steadily growing 
in this country (Table 5), as also in the U.S.A., where 33 per cent. 
of the cinemas (6,300) with 49 per cent of the total seating capacity 
are in the hands of circuits owning 20 or more cinemas, The relative 
proportions for Great Britain are similar. There exist in this.country 
21 circuits, 11 of them controlled by the 3 companies mentioned in 
Table 5. The British cinemas are not so well staffed as the American 
ones and the staff is not so well paid. In fact the wages of the 75,000 
employees in the cinema trade in Great Britain are known to be low. 
At present the Chief Operator gets an average wage of not more than 
85s. weekly, the female attendant on the average 28s. 

There are two indirect taxes in this country, which bear directly 
on the cinema trade. One is the import duty on cinematograph 
films which together with duties on watches, clocks, musical instru- 
ments, etc., was introduced during the last war. These duties have 
remained in force as part of the system of British Import Duties. 
under the name of the McKenna Duties. The duty is at present 
#d. per foot for the blank or raw film, 1d. for the negative film 
(used for exhibition) and 5d. for so-called positives, from which 
about 5 to 30 negatives can be made. The other tax upon the trade 
is the Entertainments Duty, imposed on all kinds of entertainment 
(with very few exceptions), to which the cinema contributes be- 
tween two-thirds and three-quarters of the annual total. The 
Entertainments Duty was up to October 1940 about one-sixth of the 
admission price (including the duty) of tickets over 6d., since when 
it has been one quarter of the tickets over 3d. In the revenue year 
1938-39 the McKenna Duty on cinematograph films totalled 
£150,000, the Entertainments Tax on Cinema tickets £5,600,000. 
It is estimated that the yield of the latter tax was not far from 


1 The American figure is for 1939, the British one for 1940. Only slight or no 
changes have taken place in either country between these two years with respect 
to the average price of sold tickets. The rate of exchange is the pre-war rate of £1 


= $5 (approx.). 
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£11,000,000 in the financial year 1940-41, this increase being due 
to the rise of the rate of duty, the lowering of the duty-free limit, and 
an increase in cinema expenditure. 


TABLE 3 
NuMBER oF CINEMAS AND SEATING CaPACITy IN GREAT BRITAIN AND ABROAD 
Total Total Av. Seating Population Population 
Country and Number Seating Capacity per per 
Year of Capacity (in per Cinema Seat 
Cinemas thousands) Cinema 
WhRS10345 5 ee. «5 49305 3872 900 10700 12 
LO3Om mee fia 5459 — —_ 8600 —— 
EOQAOW ane 2 4600 5000 1100 10400 96 
U.S.A. 1939 ..- ... I1g000 11000 580 6800 12 
Germany 1936 «+ 5300 1900 360 14000 39 
U.S.S.R. 1937 ose 7, 0000S 4400 63 2400 39 


* 81% of them rural cinemas of a very small type. 


TABLE 4 
Parip ADMISSION AND Box Orrice TAKINGS IN GREAT BRITAIN 


Average Weekly Weekly attendance Average price of Year's Gross Box 


Year attendance per cinema seat* ticket office takings 
(in thousands) (in million pounds) 

1934 18500 48 10}d. 4! 

1940 22000 4°4 1od. 47°5 


* One cinema seat allows between 12 and 21 attendances, according to the 
number of week days open (6 or 7) and performances per day (2 to 3). 


TABLE 5 
CarirAL INVESTMENT, AND PROFIT IN THE British CINEMA TRADE 
Number of Capital Profitt 
Cinemas Investment* 
Total U. K. estimate 1940 600 100,000,000 
Associated British Picture . - et te 
Circuit 1930 120 
1935 220 
1939 500 £ 18,000,000 £1,300,000 
1940 500 1,200, 
‘Gaumont British Circuit 1935 330 Sa 
1939 £13,000,000 £710,000 
=" 1940 650,000 
Odeon Circuit 1939 160 £6,000,000 ae 
1940 £480,000 


ee a EE ee en ee 
_* Total assets, about 95% of them represented by total or partial ownership of 
cinemas, including land equipment, etc. 
+ Gross profit, including taxation and depreciation. 
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The U.S.A. is by far the biggest producer of films. Between 400 
and 700 films were produced there annually between 1937 and 1939 
compared with 52 in Great Britain in 1939 and probably a little 
more in the two preceding years. France produced 24 per cent of 
its own requirement of 460 films in 1935, i.e., 110 films, while 
Germany produced 50 per cent of her requirements of 260 films in 
1935, 1.€., 130 films. On the whole it can be said that the production 
of the totalitarian countries has increased between 1930 and 1940, 
whereas the film industries of the United States, Great Britain and 
France curtailed their output considerably between 1935 and 1940 
and had to make drastic cuts in their expenditure and other adjust- 
ments in consequence of trade and financial difficulties in this 
period. In the last few years the Documentary film has made great 
strides everywhere and since Sept. 1939, the Ministry of Information 
has produced shorts to be inserted in British cinema programmes. 
But one of the main problems of the trade during this war will be the 
supply of ‘feature’ films. America, after having lost its totalitarian 
markets as a result of the competition of state-fostered native 
industries and by a freezing of their revenue in Italy (by 75 per 
cent) and in Germany (practically 100 per cent since 1936) is now 
faced with a restriction of the British market, which is said to have 
paid 20—3o per cent of the production costs of American films. 
Since the outbreak of war currency regulations permit the transfer 
of only $12,900,000 annually to U.S.A., as payment for imported 
films. In consequence of this development in Europe the American 
film industry is restricting its output, while the British film industry, 
at present short of money and artistic labour is unable to extend its 
activity in spite of the protection of the Film Quota Act 1938, by 
which renters and exhibitors are forced to register and show 
(respectively) a rising proportion of British films, measured in feet. 
The Quota is now about 20 per cent, more for renters and less for 
exhibitors. Minimum expenditure on British labour of £1 per foot 
is required of Quota Films. An alternative scheme involving films 
more expensive and longer, but fewer in number, was announced 
in July 1940 by the Board of Trade with the intention of encouraging 
the production of British films of high quality. 


1 This is the sum agreed upon between the British Treasury and the American 
Producers Organization. At the time of the negotiations it was repeatedly stated on 
the British side that about 50 per cent of the average transfer in dollars to U.S.A. 
during the last 3 years before the war would be allowed. The British Exhibitors 
Organization on the other hand estimates that between 25 and 27} per cent of the 
total gross takings were transferred to Producers in the U.S.A. annually before the 
war, i.e., £12-13 millions. I have not been able to resolve this contradiction. 


174 BULLETIN AND DIARY 


TABLE 6 
Propucrion or LONG or FEATURE Fiims* in U.S.A. AND U.K. AND FILMs SHOWN 
In U.K. 
Number Expenditure Number of Of this 
Number put into on Production films shown Number 
Year Produced Production in British in British British 
in U.S.A. In U.K. studios (in cinemas Films 
thousand pounds) 
Bee oS FE ee ee 
1937 610 oor 
1938 540 2825 
1939 480 52 2080 600+ 130t 
Jan.-June 
1940 44 
1940 Total 1050 540]|| 1009 


*A feature film is one of 3,000 or more feet, 1,000 feet running approx- 
imately 11 minutes. 

+ Including 18 re-issues. 

+ Including 6 re-issues. 

f Including 38 re-issues. 

J Including 30 re-issues. 

THE CINEMA AND THE WAR 

After anxious weeks at the beginning of the war the cinema trade 
returned to business in October, although some of the weaker 
exhibitors did use this opportunity to close for good. Since Septem- 
ber, 1940, the cinemas in many districts. have suffered from air 
attacks directly and indirectly, but exhibitors in ‘ safe’ areas are 
obtaining the greater part of the attendance and revenue lost. by 
their more unfortunate colleagues. For the trade as a whole it has 
been estimated that a rise in attendance and gross box office takings 
in 1940 compared with 1938 will be accompanied by a still bigger 
rise in profits, because general costs have not risen, but fallen. 
Although wages have risen by about 25 per cent, some costs such 
as those of illumination, handbills, variety shows, etc., have been 
cut out altogether, while others have been greatly reduced, 
e.g., by reduced expenditure on advertisements, repair and 
replacement of buildings, equipment, etc., and reduced numbers of 
employees. The increase of entertainments duty from one sixth 
to one quarter has been successfully passed on to the patrons, while 
attempts of American producers and distributors to raise the rent of 
films (which in U.S.A. is 35 per cent of the gross box office takings), 
from between 35 and 50 per cent to 70 per cent, have been success- 
fully resisted. ’ 

Increased attendance, shift in population and the reduction in the 
number of cinemas have produced more and longer queues. In 
peace time such queues may be regarded as a small disutility and 
may not call for any special measure. In time of war, when already 
daily purchasing in retail shops involves much queueing, this time- 
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wasting and discomfort should be reduced to a minimum. It seems 
that the cinema trade itself could improve things by adjusting 
opening hours and by providing a greater proportion of seats at 
cheaper prices and that the State could assist by lowering the rate 
of the Entertainments Duty. As queueing is most pronounced for the 
cheaper tickets, an increase in the number of cheap seats would 
obviously tend to reduce the queues but reduce also cinema revenue. 
The loss in revenue could be borne partly by the State by increasing 
the duty free limit from 3d. to 1s. If the Exchequer wished to 
recover part of this loss the duty on expensive tickets could be 
increased from 25 per cent to say 33 per cent or 50 per cent. In 
addition some measures could be taken by the trade as a whole, to 
attract greater audiences to the half empty houses on week-day 
afternoons and to leave the evening hours and Saturdays to people 
whose working hours do not allow them to attend afternoon 
performances. That may not solve the queueing problem, especially 
in the evacuation areas, but it may be a first step which could be 
followed by others as the cinema trade becomes interested in 
solving its war time problem. 

Cinema entertainment may be regarded as a substitute for other 
objects of expenditure, and in so far as, compared with these 
others, it makes a negligible demand for labour and materials, it is a 
form of expenditure which should be encouraged in war-time. 
Some kind of relaxation is, moreover, physically- necessary under 
war conditions, and the provision of such relaxation may be 
combined, in the cinema, with essential educational and propa- 
ganda activity. It is therefore desirable that a price and taxatior 
policy should be adopted by the industry and the Government 
combined with a modification of present opening hours whicl 
would enable the full use to be made of the existing seating capacit 
of cinemas. D. B. HALPERN. 


DIARY 


FINANCE eas 
The strong fall in Clearing Bank Deposits in February due t 
heavy income tax payments was followed by a considerable increas 


in March and April. 


Changes in Clearing Banks . 
Maree lite and Assets £ MM. February March April 


Deposits net of Balances with other Banks, 


etc. ee — 53 + 52 +71 
Cash Basis a3: ae cols endehr + 4 + 10 
Bills and Call Money ... S03 .. — 62 — 12 — 1 
Treasury Deposit Receipts .... +. — II + 45 + 87 
Investments sae wes ase + 25 + iI — 1 
Advances oer menme Dre 5D gh 8) + 8 — 24 


ee ea a 
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Compared with the end of November’ the net Deposits at the 
end of April were greater by £121 millions, out of which £82 millions 
was the increase in Current Accounts. This means a 5 per cent. 
rise in the latter which may be accounted for to a great extent by 
the expanded volume of transactions. In this connection it is 
significant that the note circulation outside Banks (as given by the 
Bank of England Statistical Summary) showed in the period 
November-April a similar percentage increase. 


RATIONING OF CLOTHING, CLOTH AND FOOTWEAR 

From June 1st, 1941, all purchases of clothing, cloth or footwear 
must be accompanied by the handing over of a number of the 
Margarine coupons from the Food Ration Book. The total number 
of coupons available for the year is 66 and the Board of Trade has 
issued a schedule of ‘ points’ for the various items of clothing and 
for cloth, varying from 1 coupon for two handkerchiefs to 16 coupons 
for an overcoat. Certain goods may be bought without coupons— 
clothing for children under four years of age, boiler suits, mending 
materials, black-out cloth and other essential items. Special 
arrangements have also been made for bombed persons. 

The coupons can be used in any shop, and the retailer from now 
on will cut out the relevant number. For shopping by post the 
individual must cut out the coupons himself and sign them on the 
back. It is illegal to buy or sell coupons. 

In future retailers’ replacement stocks will depend, not on 
previous dealings with wholesalers, but on: the number of coupons 
they are able toturn in. Retailers will be allowed to get fresh stocks 
of cloth without surrendering coupons up to and including June 
28th and of other rationed goods up to and including June aist. 
The Board of Trade states that steps have been taken, in the 
interests of small retailers, to limit during these periods the quantity 
of goods which can be supplied by wholesalers or manufacturers to 
any one retailer, however large his orders. 

It is too early to discuss this new scheme in any detail, but there 
are some points which must be mentioned. In the first place the 
rationing is by items, or in the case of cloth by the square yard, and 
not by value. It follows that people with more money to spend will 
obtain a more enduring ration than poorer people. The official view 
is apparently that to ration cash expenditure would be unfair on 
the poorer section of the community since it would tend to attract 
material and skill to the high price luxury market. But why? 
If a minimum of expenditure were fixed, the rich individual would 
have a choice of more cheaper clothes, or less expensive clothes, 
whereas with rationing by description the natural reaction will be 
for demand to be shifted to the more expensive (because more 


? A comparison with any later date would be rather misleading owing to strong 
seasonal influences, 
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lasting) lines. Prices of these goods will rise, unless they are con- 
trolled. In any case, so far as the first year of rationing is concerned, 
the advantage lies with those who have plenty of money to spend 
and can buy the best quality while it is still available. One way out 
of this difficulty would be to prohibit, at the manufacturing stage, 
the use of the finer qualities of yarn for the home market and to use 
these qualities exclusively for export, either directly or in manu- 
factured products. 

Secondly, the transfer of coupons is prohibited, but there can be 
no check on this if the proposed method of buying by post is 
allowed. 

Thirdly, it remains to be seen whether the poorest families will 
be able to buy their full rations. Ifthe 66 points correspond to some 
average of present consumption, then it follows that they will not be 
able to do so. In accordance with the principle of ‘ fair shares,’ 
so admirably stressed by the Board of Trade, it is essential that some 
means e.g., family allowances, be devised to ensure that every 
member of the community can in fact obtain his ration if he wants 
to. 
It should be emphasised that the rationing of clothing does not 
necessarily imply any further reduction in total output for home 
consumption. The reduction necessary because of the prior needs 
of war industry for material and labour, is already brought about 
by the Limitation of Supplies Order. Thus sales to retailers of 
cotton piece goods have reduced (from April 1941) to 20 per cent. 
and of woollen piece goods to go per cent. of the sales in the standard 
period. The new rationing scheme is simply the logical step to 
prevent an exhaustion of retail stocks and to ensure equal distribu- 
tion of the reduced supplies. As the official statement begins 
‘“‘ There is enough for all if we share and share alike. Rationing is 
the way to get fair shares. . . . Rationing, or fair shares, is the way 
to prevent a shortage without interfering with full war production.’ 
The rationing of clothing, cloth and footwear is the first step in the 
application of the principle of fair shares which should be applied 
to all goods in short supply. 


Lasour SAVING AND STANDARDISATION 

It is remarkable that, after more than a year and a half of war, 
there is no falling off in the variety and intricacy of styles of various 
consumption goods e.g., boots and shoes, millinery etc., although 
there is, in general, a deterioration in the quality of the material. 
A partial explanation of this paradox may be that manufacturers 
for civilian trade, faced with limited quantities and poorer qualities 
of material, are embodying more labour in their manufactured 
product in order to maintain prime cost and hence turnover and 
profits at their customary levels. This they have been well able to 
do up till now, since there has been no decline in the demand for 
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finished goods, and with the reduction of output of varying severity 
ordered by the Limitation of Supplies Order or other measures for 
the coming year, there is no danger of demand (at the present level. 
of prices) falling in the future. This practice might be justified in 
normal times on the grounds that the customer, although getting 
poorer material, obtains better or more complicated workmanship, 
but in war-time the need to release as many workers as possible for 
essential tasks is paramount. This argument applies not only to 
footwear, but to any industry in which this phenomenon may 
appear. The release of labour is obviously a function of the degree 
of standardisation. It is possible to fit the armed forces with standard 
equipment of excellent quality and there is no reason why certain 
‘standards for civilians could not also be specified. Furthermore, 
as we have pointed out before, standardisation is essential for the 
proper concentration of industry, and incidentally distribution. 


BREAD CONSUMPTION AND SHIPPING POLIcy 

The Parliamentary Secretary to the Ministry of Food stated on 
May 27th that the consumption of bread had increased by some 
twenty per cent. in the last few months. The Minister of Food 
subsequently made a declaration that bread was a food which he 
hoped he would never have to ration. Ifthe reduced meat ration— 
in spite of the fact that our fat cattle stock is still at its pre-war level— 
has the tendency to increase the consumption of bread (fats being 
rationed) then the cut in the meat ration will in all probability not 
represent a net saving of shipping-space, which must be the primary 
consideration in our choice of food policy. If, incidentally, the 
possibilities of substituting potatoes for bread and: of increasing the 
production of potatoes are taken into consideration, it is doubtful 
whether the present policy is consistent with the greatest saving in 
shipping space to which President Roosevelt’s speech has drawn 
renewed attention. 

Moreover, it is known that consequent to air-raids the import of 
cereals increasingly took the form of importing flour. Whilst this 
enables some saving in shipping space it increases the difficulties 
of maintaining our animal stock. No measures have been taken, 
moreover, to ensure by direct control that the reduced rations of 
feeding stuffs are in fact reserved for milk-cows. The price relation- 
ships seem to militate against this. It is interesting to note in this 
connection that the Minister of Food has foreshadowed the ration- 
ing of milk. 


REMARKS ON Foop RATIONING 

In a few weeks’ time re-registration for foods will start. The 
Ministry of Food has informed the public that there may be an 
extension of rationing, and that in anticipation of it some mare 
spare pages have been added to the new book. The only additional 
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commodity, however, for which there seems so far some prospect 
for an early inclusion into the rationing scheme, are eggs, which, 
at present, are apparently quite plentiful for people with the 
‘right’ connections, and non-existent for others. It is very much to be 
hoped that soon, if not immediately, rationing will be extended 
further. 

The inclusion of canned foods in the scheme should present little 
difficulty. Canned foods, indeed, ought to be preserved as emergency 
rations, of which each household should be encouraged to store a 
certain amount per head. As they do not keep indefinitely they have 
to be used up after a time. At present, many people find it impos- 
sible to replace these foods, as some of them (e.g., tinned milk and 
baked beans) are quite unobtainable in certain areas, or, at least, 
unobtainable except for those who can spend long hours over their 
shopping, while other important tinned foods are too dear. The issue 
of cheap ‘iron rations’ of tinned foods for emergencies could easily 
be undertaken with the help of the ration book, and if at the same 
time the public were properly instructed and supplied with a 
sufficiency of other foods for current consumption, there should be 
small danger of their treating such ‘iron rations’ as a windfall 
addition to their regular food rations. A certain amount of ‘wastage’ 
due to immediate consumption would, of course, be bound to occur, 
but it would probably be much less than at present, when there is 
no restriction whatever on the consumption of tinned foods. Strict 
control of the production and distribution of these foods to the 
public would, moreover, not only help to preserve essential stocks of 
food, but, possibly, would also save part of the labour and the tin- 
plate which is being absorbed by the canning industry for the 
production of tinned foods for immediate consumption. 

Recently it was announced that further shipments of oranges, 
being too small for a general distribution, would be earmarked for 
bombed areas. No one would disagree that the people in bombed 
areas should have preferential treatment in the distribution of cer- 
tain scarce foods. Oranges, however, are particularly important for 
babies and small children, and, if they have to bereserved for a special 
section of the population, then they should be reserved for them. 
There may be substitutes for orange juice, but nothing quite as 
suitable for infant feeding.1 For older children and most adults, 
vitamin C can be obtained from salads, raw turnip or turnip juice, 
and from potatoes (properly prepared). But if people are to eat 
salads, the ingredients for salads must be brought within the reach of 
their purchasing power. At present they are a luxury food for people 
with small purses. 


1 Turnip juice (which has been recommended in its stead), if extracted by placing 
‘sugar in the turnip which has been hollowed out, is apt to cause serious digestive 
troubles in young babies; so is any juice obtained from grated turnip, unless quite 


freshly prepared. 
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In our last Diary (May 17th), we suggested that the prices of 
sweets should be controlled. Both chocolate and plain sweets should 
at present be considered as concentrated energy foods, not as 
luxuries, and should be distributed according to needs, not according 
to the amount of time and money a person can spend on them. As it 
is, people with plenty of spare time—i.e., those who contribute 
least to the national effort, and who do not need hurried ‘snacks’ 
which, for busy workers, have often to take the place of a more solid 
meal—get the cheap kinds of chocolate and sweets, and the people 
with sufficient money can buy the dearer kinds. And while one large 
firm of chocolate makers, producing an inexpensive brand of milk 
chocolate, rightly tries to persuade the public to leave the scarce 
milk chocolate for children, it remains possible in Oxford to buy any 
amount of milk chocolate in heavy slabs at 5s. a pound while the 
inexpensive brands of chocolate have practically vanished. 


RATIONALISATION OF RETAIL DISTRIBUTION 

An advisory joint committee, under the chairmanship of a dis- 
tinguished barrister, Mr. W. Craig Henderson, K.C., has been 
appointed by the Board of Trade ‘to examine present problems of 
retail trade in goods other than food, having regard to the immediate 
needs of the conduct of the war and to the position after the war, 
and to report.’ The exclusion of food from the deliberations of the 
Committee was at the request of the Ministry of Food and ‘endorsed 
by retailers.’ The terms of reference have been. deliberately left 
wide in order not to prejudice the deliberations of the Committee 
on the directions in which it may look for the solution of the diffi- 
culties. On the other hand, it is not intended to wait ‘until the whole 
field is surveyed; one or more interim reports will be submitted in 
the more urgent aspects of the subject. 

Although it is true that the whole problem of the rationalization 
of retail distribution is extremely complex, it can be argued that the 
exclusion of food will seriously reduce the value of the findings of 
the Committee. Some idea of the limitation of the field of survey can 
be obtained from the occupational analysis of the 1931 Census. 47 
per cent. of the proprietors of retail businesses and 44 per cent. of 
shop-assistants were engaged in the retailing of food. Furthermore 
about 20 per cent. of both proprietors and shop-assistants were in 
‘General’ and ‘Other ’ businesses, some of which may include food. 
So far as purely war-time measures for the release of labour are 
concerned, it may be true that little can be expected from food 
shops, in view of the extensive queueing which already exists in 
some areas.’ On the other hand the terms of reference imply a post- 
war policy for retail distribution as well, and it is difficult to imagine 

1 Although it must be stated that with complete rationing of food ‘concentration’ 


in local shops might offer certain definite’ advantages to consumers as well as 
releasing some labour. 
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a really satisfactory solution to the problem, when nearly half the 
retail trade is not studied at all. 

So far as the present situation is concerned it is to be hoped that 
the Board of Trade will not wait even for the interim reports. 
The tackling of problems raised by the loss of business, due to bomb- 
ing, evacuation or limitation of supplies, e.g. the problem of com- 
pensation, and also the effects of the attempt to maintain distribution 
through existing channels of trade, however inefficient, cannot be 
postponed very much longer. If it is postponed a situation of ‘fait 
accompli’ will be reached which may well prejudice the most 
radical and far-reaching proposals of the Committee. 


FEncING Orr INDUusTRIES 

It appears that the Essential Works Order is to be widely applied 
throughout industry. Up to May 2nd the number of undertakings 
scheduled under the General Provisions Order (firms scheduled as 
engaged on work of national importance) was 1,229, and under. the 
Ship-building and Ship-repairing Scheme 284. The Merchant Navy 
has been scheduled as a whole by establishing a Merchant Navy 
Reservé Pool of which all officers and men serving in ships will be 
members. This Labour Pool will be under the control of the Ship- 
ping Federation which will act as employer, while in the case of the 
Dock Labour Pool the men are employed by and under the direction 
of the State. Similar schemes are reported to be under con- 
sideration in the building industry and in agriculture. And mean- 
while it has been decided to apply the Essential Works Order to the 
coal mining industry. Miners may not leave the industry, though 
permission will be given to move from one pit to another. The Order 
will come into force in particular undertakings as they are scheduled, 
and provide for a guaranteed weekly wage equal to the time-rate for 
normal working hours in each pit. The Mine Workers’ Federation 
had demanded some measure of workers’ control, 100’per cent trade 
unionism, and an increase in wages. The Government did not 
accept these demands but the President of the Board of Trade made 
it clear that the owners were prepared to meet the miners at once to 
discuss wages, and that if the negotiations failed he would help the 
parties to find a satisfactory solution. Actually agreement was 
reached between owners and miners about a 4s. a week increase of 
wages. 

peeean committees consisting of representatives of manage- 
ments and workers are to advise the National Service officer in 
dealing with absenteeism and ‘failure to comply with lawful orders 
and behaviour calculated to prevent effective production.’ 

The immediate aim of industrial policy must be directed to 
increasing production and to securing a steady flow of output. The 
new instrument forged in the Essential Works Order prevents an 
uncontrolled migration of workers from scheduled industries or 
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undertakings, and sets up special machinery to deal with tendencies 
of slackening in the productive effort. Its rapid application over a 
wide field of industry may be the result of either a co-ordinated 
policy or of pushing sectional and departmental interest, trying to 
stake out claims in the pool of scarce labour supplies. The mere 
fencing off of industries will not help the economy as a whole and it 
should be applied sparsely until experience has been gained about 
its effect on output. It is said that wage guarantees and production 
committees, i.e. inducements and controls, have not always produced 
the hoped for increase in output, and that in some cases production 
has actually declined. Similar schemes in the last war were dis- 
appointing in many cases. Trade Union reports assert that that is 
not always the fault of the men, but due to inefficient organisation 
and management. The formation of water-tight compartments in 
the labour market should therefore be accompanied by steps to 
secure the efficient utilisation of equipment and management. 
In scheduling particular undertakings the Government has another 
opportunity to concentrate output with most efficient firms and under 
efficient management.! The re-organisation of the coal industry, in 
particular, was regarded as already overdue in peace-time, and 
might be tackled with good result now. 

On the workers’ side administrative control of slackness and 
penalisation may bring temporary improvements, and so may 
increases in money wages. But it is vain to hope that it will per- 
manently improve things; the spiral is vicious, wages cannot catch 
up with prices as long as the inflationary gap exists. A more radical 
analyis and a bolder policy is needed to reduce.the real and 
psychological grievances which at present hamper the war effort. 


1See p. 168 of this BULLETIN. 


